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INFO OCT-01 EUR- 1 2 ISO-OO AID-05 CIAE-00 COME-OO 
FRB-01 INR-07 NSAE-00 USIA-15 TRSE-00 XMB-04 
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FM AMCONSUL MONTREAL 
TO SECSTATE WASHDC 9054 
INFO AMEMBASSY OTTAWA 
AMCONSUL QUEBEC 

UNCLAS MONTREAL 927 

E. O. 11652: N/A 
TAGS: ECON, CA 

SUB J : QUEBEC STEEL COMPANY FORCED TO CLOSE 
REF: MONTREAL 494 

1 . AFTER MONTHS OF UNSUCCESSFUL NEGOTIATIONS TO SECURE 
GOVERNMENT BACKING FOR PRIVATE BANK LOANS, QSP. LTD., A 
MONTREAL BASED STEEL COMPANY, WILL TERMINATE OPERATIONS. 

ACTION COMES AFTER ROYAL BANK MADE DECISION TO CALL IN DOLS 42 
MILLION IN LOANS TO QSP, AND SEIZED COMPANY’S LONGEUIL STEEL 
MILL. BANK CANADIAN NATIONAL THEN FOLLOWED, CALLING IN DOLS 14 
MILLION IN LOANS AND SEIZING REMAINING ASSETS OF QSP. WHILE 
SOME 600 EMPLOYEES IN QSP SUBSIDIARIES HAVE NOT YET LOST JOBS, 

CLOSING OF STEEL MILL HAS LEFT SOME 500 WORKERS WITHOUT WORK. 

2. FACED WITH HEAVY DEBT STRUCTURE AND INABILITY MAKE PAY- 
MENTS, QSP HAS BEEN NEGOTIATING FOR EIGHTEEN MONTHS TO OBTAIN 
AN EASING OF ITS DEBT REPAYMENT SCHEDULE AND A FURTHER DOLS 12.5 
MILLION LOAN. ROYAL BANK AGREED TO GO ALONG WITH PROPOSAL 

IF QSP COULD OBTAIN GOVERNMENT GUARANTEE COVERING DOLS 7.5 MILLION 
OF LOAN. QUEBEC PROVINCIAL GOVERNMENT ANNOUNCED DECISION IN 
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MARCH NOT TO PROVIDE NECESSARY BACKING, AND WHEN FEDERAL GOVERN- 
MENT DID NOT STEP IN, BANKS SAW NO ALTERNATIVE BUT TO CALL IN 
LOANS. 

3. OFFICIALS OF QSP HAVE CHARGED THAT COMPANY'S PROBLEMS ARE 
DUE TO DESIRE OF SIDBEC, A STEEL COMPANY WHOLLY-OWNED BY QUEBEC 
GOVERNMENT, TO CONTROL QUEBEC MARKET. PROBLEMS REPORTEDLY BEGAN 
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IN 1971 WHEN SIDBEC REFUSED TO RENEW CONTRACT TO PURCHASE SCRAP 
STEEL FROM QSP, WHICH AT THAT TIME WAS CONCENTRACTED IN THE PRO- 
FITABLE PRODUCTION OF SCRAP STEEL. COMPLAINING THAT QSP'S PRICES 
WERE TOO HIGH AND THAT QUALITY WAS A PROBLEM, SIDBEC ESTABLISHED 
ITS OWN SCRAP FACILITY. WITH ITS SCRAP MARKET LOST, QSP CLAIMED 
THAT IT HAD NO OPTION BUT TO CONSTRUCT A MINI MILL TO UTILIZE 
ITS SCRAP, AN ACTION WHICH WAS FOUGHT TOOTH AND NAIL BY SIDBEC 
AND WHICH TURNED QSP FROM A PROFITABLE SCRAP STEEL ENTERPRISE 
TO A DEBT SADDLED STEEL PRODUCER IN AN UNFAVORABLE MARKET 
CHARACTERIZED BY OVERCAPACITY, INTENSIVE PRICE CUTTING, AND 
IMPORT COMPETITION. 

4. PROVINCIAL GOVERNMENT, WITH ABOUT DOLS 1 BILLION INVESTED IN 
SIDBEC, HAS MAINTAINED THAT IT HAD NO RESPONSIBILITY TO ASSIST 

A PRIVATE COMPETITOR. IN STATEMENT TO NATIONAL ASSEMBLY YESTER- 
DAY, ECONOMIC DEVELOPMENT MINISTER BERNARD LANDRY STATED THAT 
QSP'S MINI MILL SHOULD NEVER HAVE BEEN BUILT IN FIRST PLACE AND 
THAT PROVINCIAL AND FEDERAL GOVERNMENTS HAD COMMITTED GRAVE 
ERROR IN PROVIDING PREVIOUS FINANCIAL BACKING TO QSP. PROVINCIAL 
GOVERNMENT'S RELUCTANCE TO SERVE AS FINANCIAL GUARANTOR MAY NOT, 
HOWEVER, EXTEND TO OWNERSHIP, AS LATEST REPORTS INDICATE THAT ONLY 
POTENTIAL PURCHASER AT MOMENT OF QSP'S ASSETS IS SIDBEC. 

5. COMMENT: GOVERNMENT’S DECISION WAS UNDOUBTEDLY SOUND, AS 
WORLD MARKET CONDITIONS IN STEEL INDUSTRY, LAGGING CONSTRUCTION IN 
QUEBEC, AND COMPETITION WITHIN QUEBEC MARKET FROM SIDBEC AND STELCO 
OFFERED LITTLE PROMISE FOR QSP. IN ADDITION, GOVERNMENT COMES OUT 
WINNER WITH ELIMINATION OF A COMPETITOR AND POSSIBLE 
ACQUISITION OF SOME ASSETS AT A BARGAIN PRICE. UNEMPLOYED WORKERS 
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ARE THE LOSERS, WITH NEW JOBS HARD TO COME BY IN QUEBEC THESE 
DAYS. DISAPPEARANCE OF A PRIVATE SECTOR ENTERPRISE WILL PROBABLY 
ALSO INCREASE WORRIES OF THOSE CONCERNED ABOUT PQ'S PROFESSED 
SOCIALIST ORIENTATION IN ECONOMIC SECTOR. 

HARPER 
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